Zimbabwe is embarking on a long, complex, and difficult journey to rebuild its economy, which has been shattered by years of neglect and destructive government policies. If the final political hurdles are overcomehopefully sooner rather than later-the new coalition government will be faced with making politically difficult decisions and addressing conclusively the economic ghosts of the past. One of those ghosts is more than $5 billion owed to external creditors, of which nearly 80 percent is arrears. Clearing Zimbabwe's external debt arrears and securing comprehensive debt relief will be a critical step in eventual recovery. By doing so, the government will remove a crippling burden on its budget, investment climate, and overall macroeconomic environment. More important to the success of the coalition government, it will unlock hundreds of millions of dollars in new external assistance for critical reconstruction programs that will improve the Zimbabwean people's quality of life. This paper provides a detailed overview of the arrears clearance and debt relief processes. The purpose is to spark a debate in creditor capitals and hopefully to buttress the government's analytical foundation. With a strong dedicated team of experts-and support from relevant donor agenciesthe Zimbabwean government will one day conclusively address its crushing debt burden and proceed with the rebuilding of a once vibrant and proud nation.
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I. Overview
Zimbabwe's current political impasse may make discussions about arrears clearance and debt relief for the country appear premature. Yet there are good reasons to think proactively about the steps ahead for both short-term arrears clearance and long-term debt relief. As of this writing, the power-sharing agreement remains formally in placewhich while highly imperfect -provides a window of opportunity for progress. While uncertain, it is still possible that good-faith actions by the key parties to the agreement could place the unity government back on track. This would force donors to either scramble to address the critical external debt and arrears issues or slow down Zimbabwe's reengagement process with the international financial community. Both issues entail long processes with multiple steps and complex sequencing. An agreed roadmap forward will enable the international community and Zimbabwean finance officials to act more quickly if positive and conclusive political movement occurs. In particular, the ability to act swiftly on arrears to the major international financial institutions will be critical to supporting momentum toward economic recovery and will itself help to reinforce political progress. Indeed, even the most pessimistic projections still recognize that Zimbabwe will one day transition back to democracy and require action on the inherited debt as an unavoidable component of national reconstruction.
The Zimbabwean finance ministry projects that reconstruction costs will exceed $5 billion over time.
1 This includes both short-term infusions to restart agricultural and manufacturing activity as well as rehabilitation of service delivery infrastructure (water, health, education, electricity). All of these sectors have been devastated by misguided government policies, under-funding, and outright corruption. Under its Short-Term Emergency Recovery Program (STERP), the coalition government already has taken aggressive steps to stabilize the economy, such as cash-based budgeting, dollarization, and removal of quasi-fiscal payments to un-competitive state-owned enterprises. Given the paucity of government revenues, external assistance will be critical to financing large reconstruction programs. Moreover, this assistance will help to improve business confidence in Zimbabwe's economy and facilitate foreign and domestic investment.
The coalition government, if it is to ultimately succeed, must address a number of haunting Mugabe-era legacies before achieving a comprehensive and clean break with the past.
2 One key legacy is Zimbabwe's unsustainable external debt burden, which dwarfs the government's revenue base and impedes new donor assistance. Although the international financial institutions (IFIs) and bilateral donors largely ceased development assistance programs in 2000 after the Zimbabwean government defaulted on its loans, they are enormous relative to Zimbabwe's economy. Currently, Zimbabwe's external debt stock totals over $5 billion -of which, roughly 80 percent is in arrears. External debt stands at a crippling 166 percent of gross domestic product and 320 percent of annual export receipts. Zimbabwe owes over $2 billion to Paris Club creditors and $1.2 2 billion to IFIs (World Bank, African Development Bank, and International Monetary Fund). It also has sizable debt obligations to non-traditional bilateral governments and commercial creditors.
The implications of this debt burden are significant. Over the medium term, demands from debt service will squeeze the budget for reconstruction programs and create an "overhang" that will deter private investors. Yet more worrying is the immediate impact: clearing loan arrears is a binding prerequisite for securing new IFI and bilateral donor assistance. Thus failing to deal with the arrears problem will immediately hinder efforts by the coalition government to access international assistance and restart the economy. Many potentially large creditors will be legally constrained to help Zimbabwe only through humanitarian assistance or through special (inherently much smaller) funds for fragile or post-conflict states. In addition, failing to act will only make the arrears problem worse. As laid out below, more payments are due in the coming months, which will only add to the total arrears stock. Time is of the essence given the lengthy processes laid out below -both for short-term arrears clearance and for long-term debt relief.
In this paper, we lay out the arrears clearance and debt relief processes that Zimbabwe will face over the coming months and years. We explain the sequencing and interlinkages between the relevant creditor stakeholders, including the Paris Club, IMF, World Bank, African Development Bank, commercial creditors, and non-traditional bilateral government such as China (see Appendix V for a summary of the arrears clearance and debt relief steps). The underlying objective is to support the Zimbabwe government's development of a robust external debt management strategy. Going forward, we strongly urge the authorities to assemble a dedicated team of experts within the Ministry of Finance and Prime Minister's office to tackle these issues immediately and for creditors to begin thinking now how to help Zimbabwe address its crushing external debt burden.
II. IFI ENGAGEMENT -HISTORICAL OVERVIEW
World Bank: Between 1980 and 1999, the World Bank provided assistance to Zimbabwe totaling nearly $1.6 billion. Funding largely concentrated on the infrastructure, agriculture, and health sectors (see Appendix I for the complete list of past projects). The World Bank's hard-loan facility -the International Bank for Reconstruction and Development (IBRD) -provided 58 percent of the relevant financing for these programs. Zimbabwe had access to these market-based loans given its status as an "IDA-blend" country. 3 The World Bank's concessional financing facility -the International Development Association (IDA) -provided the remaining 42 percent.
The World Bank suspended its lending program in 2000 after the Zimbabwean government went into arrears on loan repayments. Since then, the World Bank's role has been limited to technical assistance and analytical work focusing on macroeconomic 3 policy, food security, agrarian reform, social sector delivery, infrastructure needs, and HIV/AIDS program support. In 2005, the World Bank prepared an Interim Strategy Note to address knowledge gaps, which has helped establish a baseline for the current donor reengagement -particularly in the transportation, health, education, and agricultural sectors.
African Development Bank: Since inception, the African Development Bank (AfDB) has provided assistance to Zimbabwe totaling over UA 729 million (roughly $1.1 billion). 4 Funding largely concentrated on the infrastructure, extractive industries, agriculture, and the financial sectors. The AfDB's hard-loan facility provided 89 percent of the relevant financing for these programs. The AfDB's concessional financing window, the African Development Fund (AfDF), provided the remaining 11 percent. Like the World Bank, the AfDB suspended its lending program in 2000 after the government went into arrears on existing loan repayments. Since the political agreement was reached last September, the AfDB has been actively engaged with the Zimbabwean government. It has provided technical assistance and is playing a leading advisory role on reconstruction planning and reengagement with the donor community.
International Monetary Fund: Between 1980 and 1999, the IMF implemented three staff-monitored programs in Zimbabwe (see Appendix II for additional details). Financial assistance totaled SDR 374 million (approximately $575 million).
5 Of this, the General Resources Account 6 , which is the IMF's non-concessional window, provided approximately SDR 222 million ($341 million) and the more concessional Poverty Reduction Growth Facility Trust Fund provided SDR 152 million ($234 million).
Since February 2001, Zimbabwe has been in continuous arrears to the IMF and is the only country currently in protracted arrears to the PRGF Trust Fund. 7 In December 2003, the IMF Managing Director and Board of Directors formally initiated procedures to expel Zimbabwe from the IMF due to continued arrears to the General Resources Account (GRA) and its cessation of any repayments that year. 8 While the Board considered the compulsory expulsion on several occasions between 2003 and 2006, formal action was never taken. In the end, the Zimbabwean government avoided expulsion by clearing its GRA arrears (although not its PRGF arrears) through several payments in 2004, 2005, and 2006, which totaled SDR 117 million ($181 million). However, the IMF Board decided to continue Zimbabwe's ineligibility for future GRA assistance. Moreover, the IMF kept in place the decisions taken to address Zimbabwe's continued arrears to the PRGF Trust Fund, including the: (1) declaration of noncooperation; (2) suspension of technical assistance; and (3) removal of Zimbabwe from the list of PRGF-ESF eligible countries. 13 and were directed for election-related expenses, grant transfers to parastatals, direct lending subsidies, subsidized purchase and distribution of agricultural equipment and inputs (fertilizer, seeds, fuel), and subsidized access to foreign exchange. These expenditures were financed through surrender requirements on export proceeds, confiscation of foreign currency-denominated bank deposits, intervention into the parallel exchange rate market, and especially expansion of the money supply. Up until the power-sharing agreement, the Reserve Bank's tentacles permeated and distorted nearly every aspect of the Zimbabwean economy.
III. RECENT POLITICAL AND ECONOMIC EVENTS
The government also surrendered to widespread dollarization of the economy and abandoned the Zimbabwean dollar as the unit of exchange. It has established a multicurrency system with the South African rand operating as the reference currency. While the U.S. dollar remains widely used in transactions, including recent public sector wage payments, the government plans to present its next budget in rand, mandate the rand for tax assessments, and adopt it as the sole unit of account for the public and private sectors.
The coalition government also is examining ways to address public sector employee grievances, particularly concerning wages. Given the erosive nature of Zimbabwe's hyperinflationary environment, labor strikes by doctors, teachers, nurses, and government employees have been a regular occurrence over recent years. As a first step, the government is conducting an audit of public sector payrolls to remove ghost workers. While this will free up budgetary resources to increase salary payments for real workers, additional measures will be required to improve morale and productivity.
The government also plans to implement a series of reforms to improve the business environment with the aim of attracting foreign capital. Key components will include the provision of adequate property rights and contract sanctity assurances, which were systematically undermined by the Mugabe regime. There is widespread agreement that foreign capital and donor assistance will be critical to turning around the Zimbabwean economy.
IV. CURRENT DEBT DYNAMICS
General Overview: According to the IMF, Zimbabwe is already in "debt distress". As of end-2008, Zimbabwe's public and publicly guaranteed (PPG) external debt stood at $5.1 billion -of which, nearly $4 billion was in arrears. In relative terms, Zimbabwe's external debt is approximately 166 percent of the country's gross domestic product and 320 percent of annual export receipts. In 2008, debt service totaled roughly 270 percent of total government revenues. The sheer size, along with political turbulence and collapse of economic output, further explains the accumulation of external debt arrears (as noted above).
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Absent debt relief, Zimbabwe's external debt ratios will remain highly unsustainable over the medium-to long-term. Figure 3 below compares Zimbabwe's existing debt ratios to those deemed sustainable for "poor performing" countries under the World Bank/IMF Debt Sustainability Framework (DSF). In light of the non-transparent reporting, we have examined publicly available information on development assistance loans extended by OECD-DAC member countries since 1980 (see Appendix III). Germany has provided the largest amount of development loans by far ($338 million) -followed by Japan ($167 million), the European Commission ($140 million), France ($136 million), Italy ($126 million), United Kingdom ($94 million), Finland ($82 million), and the United States ($67 million). Canada, which assumes the G-8 Presidency this fall, provided only $24 million in development loans. These figures do not reflect loan repayments and the accumulation of interest arrears -nor do they include non-concessional loans such as export credits.
Non-Traditional Creditors: Given the cessation of traditional donor funding, such as the IFIs and Paris Club member countries, non-traditional creditors have played an increasingly important role in recent years. Press reports and anecdotal evidence suggests that China, Malaysia, and some Middle Eastern countries (e.g., Iran) provided several billions of dollars in loans since 2000. Some of these loans likely were collateralized with mineral deposits (e.g., gold, platinum) and/or export receipts. The new Zimbabwean government will need to conduct a careful and thorough audit of these external debt commitments in the coming months. The result could be a potentially large 14 The World Bank/IMF Debt Sustainability Framework determines "sustainable" debt levels based upon the performance level of recipient governments. The underlying premise is that poorly governed countries are more likely to become debt-distressed at lower external indebtedness levels. Performance levels are based upon the World Bank's and African Development Bank's Country Policy and Institutional Assessments (CPIA), which evaluate countries according to 16 policy categories. A "poor performing" country is defined as having a CPIA score of less than 3.25 (out of 6). In operational terms, IDA and AfDF compare these debt distress thresholds against current and projected debt ratios to determine risk classifications. In turn, these classifications determine whether a country should receive grants, loans, or a combination of the two. Commercial Debt Exposure: Publicly available information on Zimbabwe's commercial debt exposure is limited. Similar to non-traditional creditors, the Zimbabwean government will need to conduct a thorough audit of commercial creditor claims and repayment status. Commercial credit has been limited in recent years due to the worsening economic crisis; however, historical claims potentially may be significant. One institution that continued to facilitate credit is the Cairo-based Africa Export-Import Bank, which has one of its two regional headquarters offices in Harare. 16 In 2006/2007, Afrexim Bank financed five transactions for the Zimbabwean government totaling $115 million in trade credit. Third-party institutions, such as BNP Paribas, provided an additional $115 million for these transactions. Of the total, $180 million went directly to the Reserve Bank of Zimbabwe.
Debt-to-GDP Debt-to-Exports Debt Service-to-Exports
17 Similar to non-traditional creditors, the new Zimbabwean government will need to conduct a careful and thorough audit of commercial debt commitments over the coming months. Moreover, the government will need to examine whether commercial creditors have pursued litigation in response to non-payment. This has been a serious problem in several HIPCs, such as Liberia and the Republic of Congo (see Appendix IV). In Liberia, commercial creditor litigation awards totaled $357 million, or 49 percent of its GDP.
V. ARREARS CLEARANCE PROCESS AND IFI REENGAGEMENT
The arrears clearance process is complicated, lengthy, and based on a precise sequencing of incremental actions. While each respective institution or body (World Bank, African Development Bank, IMF, and Paris Club) has its own specific policies and requirements, inter-institutional coordination plays a critical role. We lay out each organization's arrears clearance process and policies below -while noting the interlinkages among them. Moreover, strong political support from IFI shareholders and (mostly the same) 15 Second, the World Bank can provide an "exceptional arrears clearance grant". This entails the provision of a bridge loan by a donor, which in turn would be repaid with the proceeds of the exceptional IDA grant. Zimbabwe's regular allocation would only cover a small portion of existing IBRD and IDA arrears (roughly 15 percent). Therefore, it will require an exceptional arrears clearance grant.
Eligibility Criteria: To qualify for exceptional arrears clearance support, recipient countries must meet IDA's basic income and creditworthiness criteria (outlined in greater detail in Section VII). In addition, the World Bank will work closely with the Zimbabwean government to establish a track record of performance on macroeconomic and development-related reform measures. In this context, Zimbabwe will need to meet three key additional conditions: (1) commitment to implement a medium-term reform program endorsed by the World Bank; (2) performance under an IMF program; and (3) an agreed financing plan to clear other IFI arrears simultaneously. 19 Lastly, Zimbabwe must become eligible for the HIPC Initiative prior to the arrears clearance operation (see Section VI below). Arrears Clearance Pillar: The FSF's Arrears Clearance Pillar provides partial funding for clearing AfDB Group arrears, which helps to facilitate reengagement and normalization with the Bank. As a general rule, the recipient country must provide up to one-third of the financial resources required to clear all outstanding arrears. Donors may provide contributions on behalf of the recipient country to meet this requirement. The FSF provides the remaining two-thirds of the required financing. However, the FSF has flexibility to adjust the burden-sharing arrangement to reflect country repayment capacity and extenuating circumstances.
Eligibility Criteria: There are several staged criteria that determine country eligibility for FSF support. To access the supplementary financing window, a country must: (1) meet conditions for consolidating peace and security; (2) have experienced significant economic damage as a result of conflict or crisis; (3) improve macroeconomic conditions and debt management practices; (4) pursue sound financial management and business climate policies; and (5) increase transparency and accountability of financial management systems. Additional eligibility criteria apply to arrears clearance resources, including: (1) respect for the AfDB's preferred creditor status 23 ; and (2) eligibility for HIPC debt relief. The AfDB Board of Directors must formally approve country eligibility for FSF support.
Available Funding: As of May 2009, the FSF had no available resources to finance new arrears clearance operations. Under the 11 th AfDF Replenishment Agreement, member countries authorized the transfer of UA 420 million (roughly $650 million). Also, the FSF gained access to any remaining balances within the AfDB's Post-Conflict Countries Facility (previously UA 165 million, or roughly $250 million). However, all approved funding was allocated to other countries emerging from crisis, such as Liberia. Therefore, additional resources must be mobilized for Zimbabwe to clear its AfDB arrears. The most viable option is an earmark within the 12 th AfDF Replenishment, of domestic capital market development to absorb a new issuance of government bonds; and (v) government net deposits in the banking system and Reserve Bank. 22 The World Bank and IMF will prepare a forward-looking debt sustainability analysis to determine future financing terms after arrears have been cleared.
which member countries will begin negotiating in fall 2009. Alternatively, the AfDB could hold a special donor conference to solicit FSF contributions.
IMF: As of April 2009, Zimbabwe's arrears to the PRGF Trust Fund totaled $134 million, or roughly 25 percent of its IMF quota. There are several options for clearing these IMF arrears. First, the IMF announced its plan to disburse $250 billion in new Special Drawing Rights (SDRs) to member countries in an attempt to boost liquidity and international reserves in response to the global economic crisis. The IMF will allocate SDR disbursements based upon member countries' proportion of IMF quotas (i.e., subscriptions). 24 Under this plan, Zimbabwe will receive SDR 262 million ($408 million). Therefore, Zimbabwe could utilize a portion of these proceeds to clear all remaining PRGF Trust Fund arrears.
Alternatively, Zimbabwe could pursue the more traditional arrears clearance route. This entails a third-party bridge loan, which is paid off simultaneously through a new PRGF loan to Zimbabwe. 25 This approach involves several related steps. First, the IMF Board must approve Zimbabwe's eligibility to use PRGF resources. Given Zimbabwe's lack of policy track record, it likely will need to implement an IMF Staff-Monitored Program before advancing to the PRGF program. Third, the IMF requires the clearance of official bilateral arrears (either paid off or rescheduled) and that other IFI arrears (World Bank, AfDB) are cleared or programmed to be cleared. Lastly, the IMF will require credible assurances that Zimbabwe will be able to repay the new PRGF loan. This step will present a significant hurdle given Zimbabwe's acute fiscal situation and credible rumors that export receipts have been pledged as loan collateral (as noted in Section IV). This may require a donor country providing a guarantee to meet any repayment deficits on the Zimbabwean government's behalf.
Paris Club: The Paris Club is an informal, consensus-based group of creditor countries that are guided by several principles, including:
 Comparability of Treatment: The recipient country cannot provide more favorable debt treatment terms to non-Paris Club creditors. Put differently, non-Paris Club creditors (other bilateral creditors, commercial banks, bondholders, etc) are expected to provide roughly the same (or better) levels of debt service or stock relief.
 Conditionality: The Paris Club only negotiates debt restructurings with debtor countries that clearly demonstrate: (a) need for debt relief; and (b) a reform track 24 The IMF will distribute SDR allocations totaling roughly 74.13 percent of each member countries' quota. 25 If Zimbabwe elects to utilize GRA resources to clear arrears, the IMF Board first must lift Zimbabwe's suspension of voting rights and reverse its ineligibility to utilize the IMF's general resources. This would require a 70 percent voting majority of the Board. Continued restrictions following Zimbabwe's clearance of GRA arrears has been justified by Zimbabwe's use of exchange rate restrictions and multiple currency practices as well as its lack of reporting on international reserves. While these justifications largely were institutional cover for a politically-based decision, Zimbabwe will need to address them to ensure the expeditious removal of IMF sanctions.
record under an IMF program. 26 In the case of a long-term debt service (flow) treatment, the Paris Club agreement is divided into multiple phases. The amounts falling due during the first phase are treated immediately upon the agreement's entry into force. Subsequent phases are implemented as agreed conditions are met 27 , such as non-accumulation of new arrears and satisfactory IMF program reviews.
 Case-by-Case Approach: The Paris Club makes decisions on a case-by-case basis in order to tailor actions to each debtor country's specific situation. The level of the debt treatment is based on the financing gap identified through the IMF program.
To clear Zimbabwe's arrears, the Paris Club likely will apply Naples Terms to the rescheduling. This would entail: (1) consolidating existing arrears; (2) rescheduling new payments over a set period of time (e.g., three years); and (3) applying a 67 percent reduction of payment obligations in net present value terms. Given the Zimbabwean government's fragile financial situation, careful consideration will be required to prevent any lapses in future repayments. This is especially important as any subsequent Paris Club agreements, such as HIPC debt relief (outlined in greater detail below), would require that Zimbabwe stay current on these newly rescheduled repayments. Due to IFIs' preferred creditor status and the requirement for a formal IMF program, Paris Club arrears would be cleared after the IMF and likely the World Bank and African Development Bank. Eligibility Requirements: Countries must meet a number of criteria to become eligible for the HIPC Initiative. First, they must be classified as an "IDA-only" country. This means that the country is not eligible to receive market-based loans from the IBRD. Similarly, the country must only be eligible to receive loans from the IMF's Poverty Reduction and Growth Facility (PRGF) and not from the IMF's General Resource Account (GRA). 29 Second, the country must face an unsustainable debt burden after the full application of traditional Paris Club mechanisms, such as Naples terms. 30 As noted above, the country must have a debt-to-export ratio above 150 percent or a debt-togovernment revenue ratio above 250 percent. 31 Only external debt incurred by end-2004 is eligible for HIPC Initiative consideration and debt relief. 32 Third, the country must begin to establish a track record of reform. Typically, this step requires an IMF upper credit tranche program (e.g., PRGF program). However, exceptions have been made to utilize a staff-monitored program to establish a performance track record. Lastly, it must begin developing a Poverty Reduction Strategy Paper (PRSP), either on an interim-or formal-basis. PRSPs outline the relevant macroeconomic, structural and social programs that will promote growth and reduce poverty. They also estimate the associated external financing required for effective implementation. Currently, 40 countries are eligible for the HIPC Initiative; Zimbabwe is not among them. 33 In 2004, World Bank and IMF shareholders closed the list of HIPC eligible countries. At the time, a number of additional countries were "grandfathered" into the Initiative, including: Afghanistan, Eritrea, Haiti, and the Kyrgyz Republic. Zimbabwe was not grandfathered for eligibility since it was classified as an IDA-blend country. Thus, it did not meet the HIPC Initiative's income and creditworthiness criterion. As a result, the World Bank and IMF Board of Directors will need to formally decide to re-open HIPC eligibility for Zimbabwe. Section VII examines how Zimbabwe currently stacks up on HIPC eligibility requirements.
VI. DEBT RELIEF PROCESS
Interim Debt Relief (HIPC Decision Point):
Once becoming HIPC-eligible, a country must meet a series of performance criteria before receiving interim debt service relief.
14 First, the country must establish a track record of macroeconomic stability. Historically, the IMF and World Bank required sustained performance for 18 months. More recently, the time requirement has been reduced for many countries, sometimes as short as six months. Second, the country must finalize its Interim Poverty Reduction Strategy Paper. The Interim PRSP should incorporate input from a variety of relevant stakeholders, such as civil society and private businesses. Lastly, the country must clear any outstanding arrears to the World Bank, IMF, and African Development Bank. After this, World Bank and IMF staff will complete a formal loan-by-loan sustainability analysis to determine the country's indebtedness level and the amount of debt relief required to lower its external ratios to sustainable levels. These calculations will assume a standard Naples Terms treatment of Paris Club debt (67 percent NPV reduction) in determining the amount of IFI debt relief required. After which, the World Bank and IMF determine a 'common reduction factor' required by all creditors to bring Zimbabwe's external debt-to-exports ratio to 150 percent. Therefore, the Paris Club would be required to implement another debt treatment to implement the common reduction factor (on top of the Naples Terms treatment). The IFIs would only apply the common reduction factor to their existing loans under the HIPC Initiative. Lastly, the World Bank and IMF Executive Board of Directors must formally decide that the country should begin receiving interim debt service relief on a provisional basis (HIPC Decision Point status).
Irrevocable Debt Relief (HIPC Completion Point):
To qualify for irrevocable debt relief, the country must meet additional performance criteria. First, it must continue to maintain macroeconomic stability under an IMF-supported program, such as a PRGF for one year. Second, the country must implement key structural and social reforms as agreed at the HIPC Decision Point. Lastly, the country must implement the Poverty Reduction Strategy Paper satisfactorily for one year. At this point, the World Bank and IMF Executive Board of Directors formally consider and approve irrevocable debt relief (HIPC Completion Point status). The HIPC framework also includes a "topping-up" provision by which additional debt relief can be applied in exceptional cases to offset exogenous factors that have fundamentally changed the country's economic circumstances, such as unexpected commodity price movements that severely impact export earnings.
Multilateral Debt Relief Initiative: In 2005, G-7 nations took the additional step of forcing the World Bank (IDA), African Development Bank (AfDF), and IMF to cancel 100 percent of their remaining debt claims outstanding on the world's poorest countries.
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Through the Multilateral Debt Relief Initiative (MDRI), HIPCs stand to receive up to $60 billion in debt relief over time. To date, 24 countries have already seen the cancellation of over $30 billion of debt obligations.
35 MDRI eligibility is intertwined with the HIPC Initiative. Countries automatically receive 100 percent debt cancellation upon reaching HIPC Completion Point. In this manner, there are no additional eligibility requirements for MDRI debt relief assistance.
Non-Traditional Creditors: Under the HIPC Initiative, non-traditional creditors -such as China -are expected to provide comparable debt relief. These players account for roughly 13 percent of projected total HIPC debt relief costs. To date, the share of debt relief provided by non-traditional creditors has been low -roughly 40 percent of expected levels.
36 Therefore, lack of progress has a direct impact on recipient countries. For completion point countries, China has provided roughly half of its expected share of debt relief. According to press reports, it signed a number of debt relief agreements with African countries over the last year. Nonetheless, Zimbabwe likely will face challenges in securing comprehensive debt relief assistance.
Commercial creditors: Debt restructuring or relief from commercial creditors is a process that depends on the respective exposure profiles. The so-called "London Club" has been the traditional forum for commercial debt reschedulings and relief treatments when banks are the main holders. It is an even more informal "club" of creditors formed on an ad hoc basis when requested by the debtor country. Although it sounds similar to the Paris Club, it does not have fixed members and the committees are dissolved once a deal is struck. In this sense, the London Club is less of an actual institution than an occasional meeting for all commercial sovereign debt holders to collectively negotiate restructuring with country officials. The term London Club may not even be used if the commercial debt is mostly held by private funds rather than banks. Like the official creditor groups, commercial creditors have typically sought comparability of treatment (no creditors can be treated differently from each other, including official creditors) and often use Paris Club terms as a benchmark. London Club negotiations have usually required 90-95 percent compliance to reach final agreement. The combination of potentially large (and often uncooperative) numbers of bondholders and the near-unanimity required to reach an agreed settlement means that commercial creditor negotiations can be time-consuming.
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IDA Debt Reduction Facility: The World Bank Executive Board established the Debt Reduction Facility (DRF) in 1989 to buy back debts owed to external, commercial creditors -at steep discounts -through grant funding to eligible governments. The Facility, which is managed by the Bank's Economic Policy and Debt Department, has played a significant role in reducing commercial debt exposure in low-income countries. To date, it has supported 22 buy-back operations in 21 IDA-only countries. Only one non-HIPC country (Albania) has received Facility assistance. 38 These operations have removed roughly $4.5 billion of commercial debt principal and more than $3.5 billion of associated interest arrears and penalties. As a result, it has helped to reduce the risk of non-concessional creditors taking advantage of bilateral and multilateral debt relief (socalled "free riding"), which has the effect of improving debt repayment capacity. In this 36 World Bank and IMF (2008 16 manner, litigating creditors -often called "vulture funds" -derive the benefits from debt relief without having to pay anything for it.
Eligibility for Debt Reduction Facility support requires: (1) IDA-only status; (2) highlyindebted status; (3) satisfactory performance under a medium-term adjustment program (i.e., an IMF staff monitored program); and (4) satisfactory implementation of a debt management strategy. Only external commercial debt with a sovereign guarantee is eligible for Facility buy-back operations. 39 To date, the average haircut for commercial creditors has been roughly 90 percent on Facility buy-back operations. In April 2009, Liberia secured a Facility-supported buy-back deal retiring $1.2 billion in commercial claims, which included a 97 percent haircut for creditors.
VII. ZIMBABWE'S CASE FOR IDA RECLASSIFICATION
IDA-Only Status: As noted briefly above, the World Bank classifies countries into two broad categories. Low-income countries have access to concessional loans and grants from IDA. Middle-income countries borrow from the IBRD -the World Bank's marketbased financing window. Eligibility for IDA's concessional assistance is based on two criteria -income and lack of commercial credit access. We examine how Zimbabwe matches up on each of these criteria. Creditworthiness: Zimbabwe has virtually no access to private credit today and has not borrowed from the IBRD since 1994. As noted previously, Zimbabwe fell into payment arrears on its IBRD debt in 1999. In recent years, it has secured some external commercial credit based on export collateralization (e.g., platinum or gold deposits). As noted previously, credible reports suggest that China has provided substantial assetbacked loans to the Zimbabwean government. However, loans from entities with robust and credible financial risk management controls have evaporated in the last year or so. The conservative fiscal management policies, such as cash-based budgeting, recently implemented under Finance Minister Biti's direction have further dissuaded nontraditional creditors from providing non-transparent loans to the Zimbabwean government. Currently, no reputable creditor would provide commercial loans to Zimbabwe given its extreme external debt burden.
For illustration purposes, below we compare Zimbabwe's current external debt ratios to those of other IDA-blend countries. For the debt-to-GDP ratio, only Grenada and Dominica exceed 50 percent. In both cases, the IMF has stressed the imperative of taking aggressive action to reduce external debt exposure. In contrast, Zimbabwe's debt-to-GDP ratio is 166 percent, or roughly 137 percentage points higher than the average IDAblend country. Particularly striking is Zimbabwe's annual debt service-to-government revenues ratio of 270 percent. 42 In the earlier three cases, their status was changed soon after they dropped below the IDA income threshold (see Appendix VI). In Nigeria's case, this occurred only after a path to debt relief was already negotiated, but when the country's per capita income has plunged to less than half the threshold level. Although IDA classification is a decision taken by the World Bank staff, in practice they will look to the Board of Directors for guidance when to make such a change. In Zimbabwe's case, such a change is unlikely until the Board has given a clear signal that relations have normalized and debt relief is being actively pursued.
VIII. CONCLUSION
Zimbabwe is embarking on a long, complex, and difficult journey to rebuild its economy, which has been shattered by years of neglect and destructive government policies. If the final political hurdles are overcome, the new coalition government will be faced with making politically difficult decisions and to addressing conclusively the economic ghosts of the past. Clearing Zimbabwe's external debt arrears and securing comprehensive debt relief is a critical step in this process. By doing so, the government will remove a crippling burden on its budget, investment climate, and overall macroeconomic environment. More importantly to the success of the coalition government, it will unlock hundreds of millions of dollars in new external assistance for critical reconstruction programs that will improve the Zimbabwean people's quality of life. This paper provides a detailed overview of the arrears clearance and debt relief processes and hopefully will buttress the government's analytical foundation when it embarks on this important journey. With a strong dedicated team of experts -and support from relevant donor agencies -the Zimbabwean government will one day conclusively address its crushing debt burden and proceed with the rebuilding of a once vibrant and proud nation. 
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